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SHORT ESSAY QUESTIONS (100 Marks) 


Answer ONLY FIVE (5) short essays 


Each short essay carries 20 marks 


Explain why a high value for Tobin’s q predicts rising business investment. Discuss some of 


the difficulties in measuring Tobin’s q in practice. 


Explain the content of the Ricardian Equivalence Theorem and its implications. Discuss 


whether the theorem is likely to hold in practice. 


Explain the expectations hypothesis of the link between short-term interest rates and long-term 
interest rates. What is the crucial assumption underlying the expectations hypothesis? Is this 
assumption reasonable? Discuss the central bank’s possibility of controlling long-term interest 


rates through its control of the short-term interest rate. 


“Tougher product market competition will reduce structural unemployment.” Explain this 
statement. Discuss what the government could do in practice to promote fiercer product 


market competition. 


Discuss the main ideas and assumptions underlying the basic theory of real business cycles 


(RBC). Explain and discuss the arguments for and against the RBC approach. 


Explain why even a constant rate of inflation generates welfare costs. Do you consider these 
costs to be large or small? Discuss the factors which policy makers should take into account 


when they choose the target inflation rate. Is zero inflation an optimal inflation target? 


Explain why there may be time lags in macroeconomic stabilisation policy and why such lags 
reduce the ability of policy makers to stabilise the economy. Explain how monetary policy 
makers may try to cope with time lags through a policy of inflation forecast targeting. Discuss 


whether time lags are a more serious problem for fiscal than for monetary policy. 
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8. Explain the content of the Lucas Critique and its implications for the evaluation of the effects 


of economic policy. 


9: Explain the concept of time consistency. Is the Taylor rule time consistent? Why or why not? 


10. Explain the nature of the macroeconomic ‘trilemma.’ Why is the trilemma inescapable, and 


how have countries tended to deal with it over time? 
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